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Introduction
Welcome to this year’s fourth and final Investment
Outlook. We are approaching the end of 2021, which
can already be summarised as a year of strong recovery, when a rollout of COVID-19 vaccines and a major
mobilisation of forces in the health care sector were
essential in enabling this recovery. The adaptability of
the corporate sector has also been impressive, since
it has successfully dealt with many troublesome bottlenecks and disruptions and has still delivered profits
well above the forecasts made early in the year. This,
in turn, has resulted in very strong gains in the world’s
stock markets.

• What will happen when central banks scale back
their stimulus programmes?

The outlook for 2022 is less clear. It is important
to reduce bottlenecks and ensure that today’s high
inflation rate will fall, so that central banks do not have
to step in and slam the brakes on inflation by hiking
key interest rates faster and phasing out ongoing
stimulus programmes earlier than investors expect.
The new Omicron variant of COVID-19 is also creating
some uncertainty. The underlying growth picture looks
robust, but there are definitely some disruptive factors
that will affect our risk-taking. Issues addressed in this
report include:

Investment Outlook is never complete without theme
articles, and this time we are focusing on two topics.
The first theme article is entitled "A glittering transition". A more climate-friendly economy does not mean
that the world can do without minerals − the world’s
metalworking mills will consequently undergo a paradigm shift. Our second theme article is entitled “5G
− Talk is cheap, but data is golden". What opportunities
will arise when we can be constantly connected?

• Can the stock and fixed income markets cope with
the high inflation rate?
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• What is the status of valuations after very strong
stock market performance?
• What are the main risks?
• How should a suitable portfolio be structured?
We have taken a few steps to reduce risk in our portfolios but remain overweight in both equities and corporate bonds. In this report we explain how and why.

Wishing you enjoyable reading,
Fredrik Öberg, Chief Investment Officer
Investment Strategy
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Market view,
risk exposure and
allocation
—
Our main scenario for 2022 is a continued
healthy economic growth rate and rising
corporate earnings. We believe high inflation
will fall, but there is a risk that central banks
will phase out their generous monetary policies
earlier than planned. Combined with high asset
valuations, the financial market outlook is mixed
but so far has been mainly positive. We have
reduced the risk in our portfolios but remain
overweight in equities and corporate bonds.

The period since our last issue of Investment Outlook (September 2021) has witnessed plenty of problems. Meanwhile the
capital market has been surprisingly stable, although there
has been a lot of turbulence beneath the surface. Examples
of the problems that have emerged are high consumer price
inflation in the United States, where it has surpassed 6 per
cent, and liquidity shortages in China’s real estate sector
for companies such as Evergrande. Significant supply side
problems when economies have reopened after the pandemic
have resulted in many bottlenecks, with shortages of input
goods and of access to shipping capacity, as well as sizeable
price increases for these goods and services. We are also
seeing sharply rising energy prices, central banks that have
started or announced their intention to start reducing their
enormous stimulus programmes and hike their key rates, and
a US president who has found it difficult to get portions of his
planned reform packages enacted.
Yet all of this created no more turbulence than a five per cent
drop in world stock markets during September and a rapid
upturn in short-term government bond yields rates in countries such as Sweden. Furthermore, investors’ risk aversion
reversed a month later, and their risk appetite re-aligned with
the more long-term positive trend that has been under way
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since late spring 2020. In late November the market suffered its next reversal, via the spread of the Omicron variant
of COVID-19. Despite these problems, market performance
has been strong and stable. This rapid stabilisation is partly
attributable to the fact that we are still in an environment of
central bank stimulus programmes, where interest rates and
bond yields are low and liquidity is good, and where investors
believe that many current problems are transitory in nature.
In addition, third quarter 2021 earnings reports showed once
again that the corporate sector has been better at responding
to the above challenges than forecasters had predicted. This
has definitely helped calm the situation. One way to summarise
the mood among investors is that they believe the world has a
good demand situation, but short-term supply side restrictions.
Recovery, with speed bumps
SEB’s recently published quarterly Nordic Outlook macroeconomic report describes a complex picture. Global economic
growth is encountering resistance from an overextended
production system, continuing pandemic-related disruptions
and energy price shocks. We have lowered our GDP growth
forecast for the US but raised it for the euro area. The overall
growth outlook is reliably positive, however, and today’s high
inflation is still regarded as mainly transitory.
4
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We have adjusted our total real global growth forecast slightly downward to 5.7 per cent in 2021 but have left it
unchanged at 4.4 per cent in 2022. This will result in a continued good growth outlook for corporate profits, but inflation as
well as interest rates and bond yields may generate concerns.
We expect such disruptions to ease during 2022. Inflation will
then fall, but its powerful and broader impulse will force various central banks to hike their key interest rates earlier than
expected. Because of high US inflation, the Federal Reserve
(Fed) will start raising its key rate as early as next autumn,
while the European Central Bank (ECB) and Sweden’s Riksbank will be able to hold off on such action. Our main scenario
is that monetary policy mistakes will be avoided. Prospects of

Forecasts of the earnings trend are normalising

GDP growth forecasts, per cent
Market

2020

2021

2022

2023

World

-3.3

5.7

4.4

3.5

United States

-3.4

5.6

3.9

2.2

China

2.3

8.2

5.2

5.4

Source: Bloomberg
The chart shows how aggregate yearly earnings estimates for companies
in the MSCI All Country World Index have been adjusted over time. Earnings
in 2021 are expected to end up around 50 per cent higher, while 2022 and
2023 earnings are within the long-term average range of 5-10 per cent.

Japan

-4.6

2.5

2.7

1.2

Sweden

-2.8

4.6

3.6

2.4

OECD

-4.6

5.2

3.9

2.4

Euro area

-6.4

5.1

4.4

2.6

Baltic countries

-1.7

5.7

4.0

3.5

Emerging markets

-2.1

5.7

4.4

3.5

Source: SEB Nordic Outlook. The table shows forecasts of real
economic growth in line with our main scenario.

a gradually calmer inflation environment will dampen the upturn in long-term yields and provide support for risk appetite.
Earnings forecasts: Same pattern as GDP forecasts
The enormous rate of corporate earnings growth we have
seen in 2021 is of course not sustainable. During 2022 and
2023 we expect it to decelerate from this year’s levels of
around 50 per cent to a more normal 5-10 per cent. Above
and below this range, there is room for surprises aside from
those connected to global growth rate forecasts. For example,
it remains to be seen what impact higher corporate tax rates
will have over the next couple of years. Another component
that will be adjusted is the investment cycle. During the period between the global financial crisis just over a decade ago
and the COVID-19 pandemic, the level of real estate investments was unusually low. Large infrastructure programmes
are now being launched in the US and elsewhere. We have
bottlenecks in the production chain that must be removed. In
addition, very large-scale investments will be made to ensure
the transition to a more sustainable society. This will also
affect the corporate earnings trend, generating economic
dynamism and stock market opportunities.
Rate/yield movements affect capital markets
In the long run, earnings-generating capacity is the main
factor behind stock market returns, but there are also other
important drivers. Interest rates and bond yields are obviously among these. Over the past five years, high-growth
companies have performed very strongly on stock exchanges.
This trend has been driven by profit-generating capacity, or by
Investment Outlook: December 2021

forecasts of future earnings, well above the average earnings
delivered by the world's companies. In addition, valuations
of “growth companies” have increased in relation to those
of other companies. This trend has a very strong connection
to falling rates and yields. This effect is particularly large
when absolute rates and yields reach low levels, since much
of a growth company’s value consists of its future cash flow –
which rises in value when the discount rate is low. The graphs

Global returns by style, MSCI World companies

Source: Bloomberg; Macrobond, SEB
The chart shows the returns from various types of MSCI World Index companies since 2017. Growth companies are those with rapid sales growth.
Quality companies are those with high returns on shareholders’ equity,
stable earnings growth and low financial debt. Cyclical companies are
sensitive to business cycles, while defensive companies are not. Value companies are those with low valuations compared to the MSCI World average.
5
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Global valuations by style, MSCI World companies

Source: Bloomberg
The chart shows the valuations of various types of MSCI World Index
companies since 2017. Growth companies are those with high sales
growth. Quality companies are those with high returns on shareholders’
equity, stable earnings growth and low financial debt. Cyclical companies
are sensitive to business cycles, while defensive companies are not.
Value companies are those with low valuations compared to the MSCI
World average.

below clearly show that since early 2019, when the Fed reverted to an expansionary monetary policy, "quality companies"
and growth companies have achieved premium valuations
significantly higher than before the shift. It is thus reasonable to
conclude that this is attributable to lower rates and yields.
During 2021, the stock market’s style preferences have also
been very clearly linked to the movements of long-term US
Treasury yields, and how the spread between long- and shortterm rates/yields has changed. Falling long-term yields or a
narrower spread between short-term and long-term yields
have benefited growth and quality companies, while the
opposite movements have benefited value and cyclical companies. Now that rates and yields are no longer falling, P/E
ratios have stopped climbing; instead they have slowly fallen
a bit. These associations show that we must have a clear
opinion about both a company’s future earnings generating
capacity and where rates and yields are headed. These are
the reasons why both inflation and central banks will remain
in the spotlight during 2022.
Our sections on Nordic and global equities provide more indepth analysis of these relationships and of possible future
outcomes. In the bond market, most effects are more direct
− such as preferring short maturities if we expect rising yields.
However, there are also a lot of more complex relationships,
for example how rising short-terms rates and long-term yields
affect costs for issuers − with a long period of gradually rising
debt and ultra-low rates/yields risk masking weaknesses in the
corporate sector that may become obvious as rates/yields rise
and may materialise in the form of a larger percentage of problem loans. For more about these relationships, see our section
on fixed income investments.
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Positioning, risk appetite and valuations show that investors
believe that the inflation problem is transitory, or not worrisome enough to make them reduce their risk. As for risk, most
indications are that today's average investors, both among
institutions and private individuals, have a portfolio that has
performed well over the past year and has not undergone any
comprehensive changes during the past quarter.
If so, this means that investors still have aggressive positioning in their portfolios. Ever since the global financial crisis, the
outcomes of this strategy – except for the brief COVID crisis
period and a cool-off in late 2018 and early 2019 – has been
very good, since earnings have risen at the same time as share
valuations have increased and credit spreads (differentials
between government and corporate bond yields) have narrowed. During 2021 P/E ratios stopped rising and have slowly
fallen. However, valuations of both equities and bonds are high
in a historical perspective. In order for them to approach the
historical average, valuations must be adjusted for central bank
key rates. Finally, we still find ourselves in an environment with
a heavy flow into alternative investments, even though such
investments are less liquid due to long lock-ins (private equity,
infrastructure investments, real estate, forests, etc.).
Forecast of rising yields AND positive returns in 2022
We believe that risk appetite will survive slowly rising longterm yields, with central banks continuing to guide investors
in a clear and confidence-inspiring way. In order for this to
become a reality, today’s forecasts of stable growth and a
declining inflation impulse − combined with global earnings
increases of around 5-10 per cent − must be met. If this
happens, it will be consistent with the return expectations
shown in the table below. It is worth pointing out that within

Return expectations, %, next 12 months ( SEK)
Equities
Advanced economies

Return
7.9

Risk
15.3

8.7
8.8

15.2
17.4

Return

Risk

Government bonds

-0.3

1.4

Corporate bonds, investment grade
(Europe, IG)
Corporate bonds, high yield
(Europe/US 50/50)
Emerging market debt
(local currencies, EMD)

0.4

7.2

1.1

10.8

6.1

8.1

Return

Risk

3.5

6.0

Emerging markets (local currencies)
Sweden
Fixed income investments

Alternative investments
Hedge funds

* 24-month historical realised volatility.
Source: SEB, forecast November 2021
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each asset class, we expect continued significant instability,
depending on what happens to market rates and earnings.
Furthermore, gradually tighter monetary policies will lead to
increased volatility and nervousness among investors. It is
thus important to be selective within each asset class in order
to create a more robust portfolio.
Risks mainly connected to inflation and growth
The risk that is currently preoccupying markets the most is
the likelihood of ending up with an unfavourable combination:
growth slows down more than predicted and inflation becomes
more persistent, which in turn may drive up rates and yields.
This would challenge today's positioning and valuations, since
the discount factor would be less favourable while weaker
GDP growth and higher input goods prices would become more
prevalent and lead to more modest earnings growth. It would
imply deteriorating conditions for both the stock and bond markets, but also for tangible assets such as the real estate market.
Another risk on the radar is how well the market will function
when a steady buyer − the global aggregate of central banks
− disappears. Such asset purchases, mainly fixed income
investments, have been under way almost constantly since
the global financial crisis of 2008-2009. We know that their
purpose has been to keep rates and yields down in order
to stimulate growth as well as to generate indirect positive
effects, such as wealth effects, that benefit the willingness of
households to consume. This has affected the volatility and
valuations of all financial and tangible assets, as well as building up large-scale debt on a global basis. Reducing and eventually phasing out these policies is fraught with risks. Central
banks are well aware of this, which will affect the pace at
which they will consider normalising their monetary policies.
A persistently high inflation rate would create pressure for a
faster process than desirable.
The transition to a sustainable model of society is definitely
a tough task to achieve. There is a major risk of setbacks
and undesired effects, but also a strong consensus that we
must change. However, disagreements about the pace and
direction of the transition create a breeding ground for conflicts and other discord, such as different interpretations of
regulations and of the decisions agreed to at summits − such
as the UN Climate Conference just completed in Glasgow. The
transition will also generate new needs and shortages, which
may lead to large price variations for input goods, protectionism and geopolitical instability, as well as clearly higher and
more volatile energy prices.

Finally, we must also still include the COVID-19 pandemic
as an ongoing but hopefully diminishing risk. Meanwhile
new treatments are continuously being launched. Today, for
example, there are treatments in pill form, which will further
improve treatment potential and availability. New mutated
variants, against which existing treatments may have reduced
efficacy, are a latent risk by definition. The recent outbreak of
the Omicron variant is an example of this. At present we do not
know enough about the effects of this mutation, but it will still
generate substantial worries in our societies and volatility in
stock markets.
Somewhat lower risk level in our portfolios,
but continued overweight
We remain overweight in both equities and high yield bonds,
but to a lesser extent than before. We have concentrated most
of our equity overweight in global shareholdings, while we
are closer to a neutral position in Swedish equities. Our global
equity portfolio is overweight in large growth stocks, emerging
markets as well as small and medium-sized value companies.
The Swedish equity portfolio consists of a combination of
large caps with lower-than-average valuations and holdings
in small cap funds with more of a growth company character.
In our fixed income investments, we have reduced a strong
overweight in high yield bonds to a more cautious overweight.
We are still maintaining a short average maturity. In alternative
investments, we have a portfolio with large risk diversification
and relatively low risk, in order not to take on too much risk
connected to the stock and corporate bond markets.
Overall, our portfolio structure will benefit from continued
healthy GDP and earnings growth, interest rates and yields that
rise in a controlled manner and a stock market environment
where valuation gaps narrow from today's unusually wide discrepancies. This portfolio structure is in line with our forecasts.
We also expect it to be robust enough to cope with the volatility that may arise when central banks gradually reduce their
stimulative asset purchase programmes. However, a lot can
happen when the economy enters a new phase, and there are
many risks to take into account. This is why we are constantly
evaluating alternative scenarios for 2022, as well as what
portfolio structures will be appropriate at that time. It is also
important to take into account structural forces that do not
follow normal economic patterns. One of these is the transition
to a more sustainable society.

Among country-specific risks, China is the major economic power on which analysts have the most disparate views. Recent
attempts by officials in Beijing to slow the expansion of the
highly leveraged construction sector, an ongoing energy crisis
and efforts to regulate the country’s digital giants have created
near-term uncertainty about both China's growth potential
and its capital market. Meanwhile most analysts have a more
positive long-term outlook – citing the country's strength and
resources. SEB’s latest Nordic Outlook report includes a theme
article about China and its economy subtitled “Growth is
taking a back seat to structural reforms" for those who want
to delve deeper.
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Global equities
—
Showing strength,
despite headwinds
Stock market headwinds have intensified
this autumn. Greater risks from inflation,
interest rates, bond yields and production
disruptions have led to caution. Yet given a
continued positive growth outlook and a lack
of alternative sources of returns, equities still
have upside potential. A roughly 5 per cent
global decline in September was recovered
in October. This rapid rebound can be viewed
as a sign of strength, given market worries.

The stock market headwinds we warned about in the last
Investment Outlook (September 2021) not only materialised,
but proved stronger than we predicted. Supply side problems
that create bottlenecks, rising commodity and input goods
costs, problems in China, weaker macroeconomic statistics
and especially a large, prolonged inflation surge caused
concern among investors and contributed to a share price
correction during September, with downturns of around
5 per cent globally. But no autumn storm ensued. During
October most major stock markets regained much of their
losses – with US equity indices even soaring to new records.

to the transition from economic recovery to normalisation
– most asset managers still expect relatively good economic growth over the next couple of years, and so do we.

This shallow dip and rapid recovery may be viewed as
surprising signs of strength, given stock market worries.
But we see a few factors that are providing support to
equities. Supply side problems may stir up markets in the
short term, but as long as there is demand, investors regard these as temporary phenomena and stock markets
tend to cope with them smoothly. Although asset manager
surveys show lower expectations of future growth, this
should probably be interpreted as a continued adjustment

Rising costs are a potential threat to future earnings
growth. But the picture is not completely clear; higher
prices for input goods generate both winners and losers. Nor does inflation at the consumer level necessarily
create major profitability problems for the corporate
sector, even if driven by rising wage and salary costs.
With corporate profit margins at historically high levels, and given the risk of continued supply side disruptions, this poses a downside risk for earnings growth.
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This autumn’s Q3 company reports also support equities.
Positive surprises keep coming, though at a subdued pace
compared to earlier quarters. There is of course a risk
that supply side restrictions may have a clearer impact
during the next few quarters, but given forecasts that
they will subside next year, the situation can probably be
managed by companies and absorbed by investors.
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Inflation risks are also causing concerns about interest rates
and bond yields. Expectations of future key interest rate
hikes by central banks have emerged earlier than anticipated. We now expect the Fed to begin hiking its key rate
next autumn. The withdrawal of the strong liquidity support
provided to markets in recent years, which is now beginning,
was certainly expected and is a sign of healthy growth, but
is hardly a positive factor for equities – the market is usually
sensitive to reductions in liquidity. What happens to longterm bond yields – the natural alternative to equities – is
vital to stock markets. Most observers concur with us in
expecting long-term yields to rise, but not at a pace or on a
scale that will necessarily cause problems for stock markets,
in any case not in the near term. If long-term yields should
climb more and faster than the market now expects, this will
have the biggest impact on companies with high valuations.
At least so far, the more uncertain growth outlook that has
emerged this autumn has not adversely affected earnings forecasts. Global growth forecasts have been lowered but like us,
most observers still expect it to be well above trend in 2022.
After this year’s nearly 50 per cent earnings surge, increases of 5−10 per cent are predicted for next year. Given the
growth outlook, this seems conservative: one possible
interpretation is that forecasters are making allowances for
a future squeeze on margins. Falling price-earnings (P/E)
ratios indicate that investors are not prepared to pay as much
for future earnings, which is what usually happens when the
economic growth rate slows.
Earnings increases explain more than the entire stock market
upturn so far this year. In 2021 forecasts have been revised
upward more than share prices have climbed. Historically

Share prices keep rising, which lowers valuations

Source: Bloomberg
The chart shows the performance of the MSCI All Country World
Index Net and valuations of the index expressed as price/earnings
ratios.
Investment Outlook: December 2021

high valuations have thus been adjusted downward. Most
sectors have seen their valuation multiples fall this year, but
the technology sector is still at valuations similar to those at
the beginning of 2021. Structural growth, upwardly adjusted
earnings estimates and rising profitability are contributing to
the popularity of tech (see chart). The growth of this sector
does not seem to be slowing, but is instead speeding up.
Societal changes and demand patterns are increasing the
technology sector’s share of the economic pie. The strong
stock market performance of technology stocks over the past
five years, as well as the expansion in their multiples, has
been incredible, but this was from a low starting point. For
example, five years ago Apple (now 17 per cent of one global
technology index) was valued at 12 times earnings, despite
net cash equivalents totalling 15 per cent of market capitalisation. There are potential threats to the “digital dragons”,
such as increased regulation and taxation, but in operational
terms they are doing well – to put it mildly. We have a continued positive view of the information technology sector but
are keeping a close eye on underlying developments, since
their valuations do not allow for disappointments. Likewise,
we are generally positive towards cyclically sensitive sectors,
since their capital spending looks set to accelerate, especially in the environmental field. Defensive sectors continue to
appear a bit too expensive, especially since they face upside
risks related to interest rates and yields.
Chinese equities continue to fall behind
The involuntary cancellation of Ant Technology’s initial
public offering (IPO) late in 2020 was the first blow. Since
then, China’s internet sector has been subjected to a higher
degree of government regulation, which has hurt its stock
market performance. Tighter rules for lending to the real
estate sector caused liquidity problems at highly leveraged
Evergrande, China’s second largest housing developer,

The popular tech sector carries high valuations

Source: Bloomberg
The chart shows the price/earnings ratio for the global technology sector
(MSCI ACWI Technology Index) and for the MSCI All Country World Index
Net.
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Steep fall for US-listed Chinese internet firms

Source: Bloomberg

Wide gap between EM and DM equity valuations

Source: Bloomberg

The chart shows the Nasdaq Golden Dragon Index, which mainly
consists of Chinese internet platform companies listed in the United
States. Their performance took a severe beating due to new Chinese
government regulations imposed during 2021.

China has weighed down the MSCI Emerging Markets Index, which has
not kept up with the rest of global stock markets at all this year. The
gap in valuations of emerging market (EM) and developed market (DM)
stocks is the widest that has been measured during the past five years.

which has had spill-over effects in the sector. In addition,
an energy crisis has forced some Chinese companies to halt
production. There have been large capital outflows from
the Chinese stock market, but flows now appear to have
stabilised. If we look closely at the regulations recently
introduced in the internet sector, they are now comparable
with Western regulations. But they were imposed without
warning, which caused the stock market to react strongly.

Summary
Given economic growth that again appears to be accelerating
a bit following a weak quarter, continued low interest rates/
bond yields and a strong investment cycle, there are reasons
to expect decent near-term stock market performance. This
should benefit more investment-led cyclical sectors. Other
attractive areas are the Chinese stock market, where valuations enjoy support after gloomy recent share price performance and large outflows, as well as portions of the technology sector that enjoy operative and structural tailwinds.

Share- and bondholders will probably have to absorb the
shock from real estate project companies that are on the
brink of default, while China is expected to ensure that
ordinary citizens are affected as little as possible. A serious
economic downturn seems to be avoidable and China’s stock
market valuations thus appear to be relatively attractive.

But given today’s supply side worries and future growth
and rate/yield risks, investors should be prepared for
volatility and should dial down their return expectations.

SEB’s latest Nordic Outlook report includes a theme article on China subtitled “Growth is taking a back seat
to structural reforms”. For a more in-depth look at the
Chinese economy, click here and see pages 35-37.

Investment Outlook: December 2021
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Nordic equities
—
Signs of
altitude sickness
After a brief dip in September, the Stockholm
stock exchange again reached record levels,
before the Omicron panic hit. The Oslo
exchange has also broken previous records
by a wide margin. Despite some upturn in
interest rates and bond yields, which had a
clear dampening effect on speculative activity
in the spring, the division of the market in two
has now instead further intensified, and there
is extremely high volatility in individual equities.
Some bubbles will burst, while others will be
pumped bigger and new ones will form.

Inflation expectations have grown considerably, but real
interest rates and bond yields have fallen further, countering
the effect that an upturn in nominal rates could otherwise
be expected to have in a stock market environment like the
current one. Despite the stable, steady upturn for stock
market indices, there are many indications of nervousness
in the market. We recommend equities that are still cautiously valued, with low price-earnings (P/E) ratios and high
dividend yields, both in cyclical and defensive sectors. Many
of these benefit greatly from higher inflation, which also
has a positive effect on earnings growth, but have not been
rewarded for this in the stock market yet. If higher inflation
expectations have a bigger impact on interest rates and
yields and the decline in real rates/yields is reversed, this
could be expected to have a major negative impact on many
stock market winners over the past year, including special
purpose acquisition companies and real estate companies.
Higher prices, a cause for rejoicing in earnings reports
Most Nordic companies, including virtually all industrials,
were hit by unusually widespread production disruptions
during the third quarter of 2021 and in many cases were
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also indirectly hurt by other companies’ production problems. Furthermore, most companies indicate they have
been adversely affected by higher costs for commodities,
energy and transport. Yet in most cases their earnings trend
was relatively good, and companies consistently noted
they have been able to compensate for other problems
with price increases. During the period, earnings forecasts
for the stock market as a whole were also further revised
upwards, both for this year and next. There is a clear historical connection between an environment in which price
increases are relatively easy to implement and strong
earnings growth, and vice versa. From an earnings trend
perspective, high inflation pressure is quite welcome.
Below, we illustrate the link between the inflation rate (PPI in
the three most important economic regions – the EU, the US
and China) and earnings growth for European listed companies. The picture for the Nordic region is similar to that for the
whole of Europe, but the correlation can be seen more clearly
in a chart with a larger number of companies, where individual corporate events in a single quarter have less of an impact.
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Higher prices boost earnings

Increased inflation expectations but lower real yield

Source: Bloomberg, SEB

Source: Bloomberg

The chart shows producer price inflation (equal weighting for China, the
US and the EU) relative to expected earnings growth next year for European listed companies. While higher inflation can push up interest rates
and bond yields, which is negative for most equities and stock market
indices, it is also a favourable environment for corporate earnings. Third
quarter 2021 reports for Nordic listed companies were characterised by
exactly that – higher prices rescued earnings, while production problems
and expensive inputs weighed down results.

The chart shows the nominal yield on 10-year US Treasury securities,
inflation expectations over the next 10 years (break-even inflation), and
the yield on 10-year inflation-linked bonds. Significantly higher inflation
expectations this autumn have not been fully reflected in rates and yields,
and real yields have continued to fall to new record lows.

Higher prices – a source of concern for stock markets
While higher inflation makes it easier for companies to report
growing profits, there is a clear risk that higher inflation will
lead to higher interest rates and bond yields. Although the
consensus among central banks is that we are currently
experiencing a transitory bump in inflation, this also seems
to have affected more long-term inflation expectations in
financial markets. In the UK, the so-called 10-year break-even
inflation rate has climbed above 4 per cent. The effects of
Brexit may be one reason why UK inflation expectations are
so high, but that figure has risen throughout the West and is
now 2.7 per cent for the US, the highest level in 16 years.

earnings forecasts. Higher interest rates can be expected to
lead to a reversal in the valuation multiple (P/E ratio) trend.

Higher inflation expectations may in turn lead to higher
rates and yields, which would probably be very negative for
the stock market. The main driver behind the stock market
upturn in recent years has been lower interest rates and
bond yields, which have led to higher value multiples.
Over the past 10 years, the Nordic index (VINX) has climbed
182 per cent, driven by a 74 per cent multiple expansion and
62 per cent earnings increase. If we limit ourselves to the
past three years, the 65 per cent upturn in the index was
driven by a 33 per cent multiple expansion and a 24 per
cent earnings increase. For the Stockholm stock exchange,
the 91 per cent upturn over the past three years was driven by a 61 per cent higher P/E ratio and 19 per cent higher
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Long-term market interest rates and bond yields have risen
this year, but with a relatively limited impact on stock market
indices. During the first four months of the year, higher rates
and yields resulted in a significant capital rotation to cyclical
equities, but it has since been reversed. This year’s stock
market winners are equities with high valuation multiples,
often somewhat inaccurately called “growth companies”,
which is otherwise a normal pattern in periods of falling
long-term yields. Particularly this autumn, the somewhat
unusual mix of rising yields and higher valuations of so-called
growth companies has been apparent. One explanation for
the changed pattern since the spring between nominal longterm yields and equity investors’ sector preferences is that,
although higher inflation expectations have pushed up nominal long-term yields, the upturn in inflation expectations has
been greater. Real yields have fallen to record lows, which is
positive for equities and asset classes in general and is also
regarded as benefiting highly leveraged real estate companies and so-called growth companies by far the most. Some
also see exceptionally low real rates and yields as a warning
of weak economic growth going forward, which is detrimental
to cyclical sectors in the stock market. Significant concerns
about the current situation in the Chinese housing market
will probably also put pressure on cyclical stock valuations.

12

Nordic equities

One bubble has burst, but others are being pumped
ever bigger
While stock market indices continue their steady progress
north, there is rather great volatility under the surface − with
large price swings in individual equities. Each day, minor
news stories, rumours and especially speculation about
various upcoming changes in the indices (which in turn can be
expected to cause major capital flows of a technical nature)
have a big impact on individual equities, bigger than normal.
In the September issue of Investment Outlook, we highlighted
the risk of setbacks in industries with high valuations such
as investment, real estate and special purpose acquisition
companies (SPACs). We saw a rapid, significant downturn for
investment companies, although some of these losses have
been recouped. Real estate companies also slumped but
have largely recovered their losses, though with major differences between companies. SPACs also experienced a dip but
have already climbed to new records again. The stock market
clearly remains divided in two – historically high valuation
multiples continue to grow while investor interest in equities
with lower valuation multiples remains weak – but there are
exceptions. Two of the best-performing sectors in the stock
market over the past quarter are equities with relatively low
P/E ratios: banks and oil companies. Oil companies are benefiting from the energy crisis in Europe, with exceptionally high
natural gas prices since Russia reduced its gas exports, while
electric power producers normally build up their fuel inven-

Valuations of expensive stocks have risen, while
valuations of cyclical industrials have fallen

Source: Bloomberg, SEB
The chart shows the 12-month forward consensus P/E ratio for a benchmark Nordic index, a group of Swedish SPACs and Nordic cyclical industrials. In the space of two years, the index has climbed from a P/E ratio
of 15 to 20. However, under the surface there are enormous differences
between popular sectors, such as special purpose acquisition companies
or SPACs (equally weighted average for 8 companies), whose value
premiums have surged, and many cyclical industrials (equally weighted
average for 10 companies) and unpopular equities, whose low valuation
multiples have fallen.

Investment Outlook: December 2021

tories ahead of the winter season. Moreover, oil prices have
continued to climb, bolstered by the economic recovery and
voluntary supply cuts by the OPEC+ countries. Banks are winners due to higher interest rates, especially in Norway, where
not only market interest rates but also the central bank’s key
interest rates are rising. This has a strong positive effect on
the net interest income of banks operating in Norway. Further
hikes in the central bank’s key rates are expected in 2022.
The pattern of stock market winners in the past six months
continuing to surge while other equities with seemingly
similar exposures and performance have stalled or reversed
is found not only between sectors but also within individual
sectors. For example, some real estate companies with the
highest share valuations relative to net asset value have
already recovered all of the sector’s autumn decline and
more, whereas shares of others with lower valuation multiples are still trading at lower prices than their August highs.
The Stockholm stock exchange is expensive in an
international comparison
Equities are expensive today. Only three times in the past
100+ years has the US stock market had valuations as high
or higher, calculated using the so-called Shiller P/E ratio,
based on average earnings for the previous 10 years – in
the late 1920s, around the turn of the millennium and today.
We do not have access to statistics for the Stockholm stock
exchange for such a long period, but it is quite clear that
valuations there are also high from a historical perspective.
Depending on what metric and index we look at, valuations are the highest either since 2000 or 2007, and only
in 2000 were valuations significantly higher than today.
It is possible to defend these high valuation multiples
by pointing to exceptionally low interest rates and
bond yields, as long as they persist. However, it is interesting that these low rates and yields have not had as
dramatic an effect on valuations for many other stock
markets internationally. If we compare the Stockholm
stock exchange with six major exchanges/indices across
the world, Stockholm stands out both in terms of valuation levels and multiple expansions in recent years.
Let us compare the Stockholm stock exchange’s broad
benchmark index (SBX) − which often includes small- and
mid-caps with high valuations but not the least liquid
equities − with the FTSE 350 (the 350 largest companies
on the London Stock Exchange), the Nasdaq 100 (the 100
largest companies on the US-based Nasdaq, including
many of the world’s most successful IT companies), the
New York Composite Index of all the companies on the
New York Stock Exchange (which has far fewer successful
IT giants than Nasdaq), the Eurostoxx 600 index (600 of
the largest companies in Europe), the Nikkei 225 including the largest companies on the Tokyo Stock Exchange
and the Hang Seng (60 of China’s and Hong Kong’s largest
companies listed on the Stock Exchange of Hong Kong).
The only index in which valuations have increased more and
are higher today than on the Stockholm stock exchange is
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Valuations on the Stockholm stock exchange have
risen sharply in an international comparison…

Source: Bloomberg, SEB
The chart shows the 12-month forward consensus P/E ratio for the Stockholm stock exchange, compared to six stock exchanges/indices in other
countries or regions. The upturn in valuations on the Stockholm exchange
stands out. Only the US-based Nasdaq has shown higher valuations and
bigger valuation increases.

…but earnings growth does not stand out in the
same way

the Nasdaq 100, which is dominated by many of the world’s
most successful IT companies. It is not so surprising that
the Nasdaq 100 is valued at high multiples and that these
have expanded in recent years, given the exceptionally
good earnings growth these companies have had over the
past decade. At the other end of the spectrum, we note
that equities on the London and Hong Kong exchanges
have lower valuations than the other exchanges but have
also had far poorer earnings growth over the past decade.
The Stockholm exchange stands out as the second most
expensive of the various markets, after the Nasdaq 100,
but its historical earnings trend provides no explanation
for the strong rise in valuations and their high level.
Stockholm also diverges in a similar comparison with its
Nordic neighbours. It is relatively expensive, and, above
all, has had a large valuation increase in recent years that
cannot be explained by improved earnings growth. Relative
valuations for Helsinki and Oslo are lower, while Copenhagen has had superior earnings growth, both pre- and
post-pandemic. Earnings growth over the past 10 years
is nearly identical for Stockholm and Helsinki, while Oslo
is somewhat behind. Copenhagen, which historically has
often had the highest stock market valuations among the
Nordics, now has lower valuations than Stockholm.
Summary
Record-low real interest rates and bond yields, higher inflation and good corporate earnings growth have driven stock
markets to historically high valuations. Low rates/yields and
good earnings growth are a perfect recipe for high share
valuations and will probably continue to bolster the market
in the near term. However, valuations on the Stockholm stock
exchange are not only high in a historical perspective but also
stand out in an international comparison. Nor can current
value premiums be explained by high earnings growth, either
historically or looking ahead 12 months. These high valuations are a source of concern and sooner or later should
have a negative effect on returns, but in themselves are not
a catalyst for negative performance in the near term. There
are still major differences in valuations between sectors and
in some cases also within them. High expectations have been
factored into the current share prices of many of this year’s
stock market winners, while many cyclical companies − but
also banks and slow-growing defensive companies − have
been valued at major discounts to the stock market average.

Source: Bloomberg, SEB
The chart shows expected earnings growth 12 months forward, indexed
in USD, for the Stockholm stock exchange compared to six other stock
exchanges/indices. Earnings growth for major US information technology (IT) companies in the Nasdaq 100 stands out dramatically from the
crowd. This serves as a clear and simple explanation for their higher
valuations and increased popularity among investors in recent years.
The Stockholm exchange does not diverge in the same way. It is difficult
to see any significant support for its high relative valuations based on
historical earnings growth.
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—
Rate hike expectations,
due to high inflation
The high inflation that was viewed as transitory
early in 2021 has turned out to be more
persistent. Factors such as the energy crisis
and bottlenecks in the production chain
have driven inflation figures higher. This has
raised expectations of more and earlier key
interest rate hikes by central banks, which
in turn has led to rising short-term yields.

We expect long-term US and euro bond yields to continue
rising, but relatively moderately in 2022. The low-yield
environment, combined with narrow yield spreads between
government and corporate bonds, limits the return potential
for corporate bonds in the riskier high yield segment. We have
reduced the proportion of high yield bonds in our fixed income
portfolio from a significant overweight towards a normal
weight.
Government bonds (excl emerging markets)
The sharp movement in many countries’ short-term yields
dominated the fixed income market in October. With inflation
apparently more persistent than previous forecasts had
indicated, most discussion earlier this year was about how far
long-term yields will rise when central banks taper their bond
purchases. This autumn, expectations of higher key interest
rates have accelerated, and yields on short-term government
bonds have thus climbed more than yields on long-term government bonds. High inflation is a global phenomenon and has
caused the market to push forward the expected time when
central banks will start raising their key interest rates.
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The Bank of England and the Bank of Canada have prepared
the market for early rate hikes, while the European Central
Bank (ECB)’s explicit link between its inflation outlook and the
timing of an interest rate hike has also contributed to upward
pressure on short-term European government bond yields.
However, rising inflation in Europe is assumed to be transitory, and neither our inflation outlook nor the ECB’s points to
any interest rate hikes in the foreseeable future. We are thus
sticking to our forecast that the ECB’s key rate will remain
unchanged over the next couple of years. If it turns out that
higher inflation persists longer than expected, the ECB’s strategy may likely change and include cautious rate hikes.
Given the need to take action against an extended period of
above-target US inflation and signs of accelerating wage and
salary growth, our view is that the US Federal Reserve (Fed)
will start hiking its key rate by 0.25 per cent in September
and again in December next year. In 2023, we believe the
Fed will raise its rate three more times. Our forecast is thus a
key rate of 1.50 per cent at the end of 2023. The Fed started
tapering its bond purchases in November and is expected to
end them in June next year.
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Swedish short-term yields also climbed substantially in October. Due to higher global inflation and earlier as well as larger
rate hikes by various central banks, markets have increasingly questioned the Riksbank's interest rate path, which
indicates no change in the key interest rate for the next few
years. The scale of the upturn was magnified by the forced
departure of most investors in this segment when liquidity
was weak. Despite historical experiences of the Riksbank not
being afraid to stand out, it will still be affected by changing
conditions. At its November policy meeting, the central bank
signalled that its bond portfolio will shrink during 2023 and
that it will hike the repo rate during the latter part of 2024.
Corporate bonds – investment grade (IG)
and high yield (HY)
For a long time, we have had a significant overweight in the
high yield (HY) segment − corporate bonds with a higher

Government bond yield forecasts
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Expectations of aggressive central bank rate hikes over the next 2-3
years are keeping down long-term inflation expectations, which eases
upward pressure on long-term government bond yields. Swedish longterm yields are expected to follow global yields upwards.

High inflation has lifted short-term Treasury yields

Source: Bloomberg, SEB
Expectations of higher key interest rates have increased, leading to a
sharp rise in yields on short-term government bonds during October
and November.
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risk − in all our fixed income portfolios, an overweight that
to some extent is the reason for the strong performance
of these portfolios in 2020 and 2021. This autumn we
reduced the proportion of HY bonds from a strong overweight to just above normal weight. In light of the economic
recovery over the past year, the credit quality of HY bonds
has improved considerably. Combined with the search for
returns in the fixed income market and central bank stimulus measures, this has led to a sharp rise in bond prices
and historically narrow yield spreads between corporate
and government bonds. In our view, the return potential
with yield spreads even narrower than current levels is
extremely limited. Given greater uncertainty about the
economic trend today compared to the first half of the
year, there is reason to exercise a certain degree of caution.
Expansionary central bank monetary policy, in the form of
low interest rates and bond purchases, has provided great
support for the corporate bond market over a long period,
lowering funding costs for companies, but the next step is
tapered bond purchases and after that interest rate hikes
as well, which also justifies a certain degree of caution.
Despite growing volatility in the fixed income market, the
corporate bond market did fairly well this autumn but showed
slightly weaker performance in the past month. The American HY market, where energy companies play a larger role,
benefited from rising oil prices and performed better than the
European HY market, which has a smaller proportion of energy companies (2% in Europe compared to 14% in the US).
The European corporate bond market also has greater
exposure to the real estate sector, which has shown somewhat weaker performance recently after an otherwise
strong year. However, the most important source of stability
in the corporate bond market is strong Q3 earnings reports. Higher-than-expected corporate earnings are quickly
translated into stronger credit quality through reduced
debt, improved credit ratings and a continued low default
rate. Default rates for HY bonds in Europe and the US are
now historically low and below pre-pandemic levels. HY
bonds have also been boosted by technical factors, with
their higher return and shorter duration pushing up demand,
while supply in the primary market has been more modest than normal. Corporate bonds with a lower risk − the
investment grade (IG) segment − have been hampered
by their longer duration and greater sensitivity to interest
rate movements. The longer the bond’s duration, the more
price-sensitive it is to changes in market interest rates.
Given our forecast of somewhat higher bond yields over the
next year, high yield bonds will continue to have an advantage over IG bonds, which have very low or even negative
yields. All else being equal, this means more difficult conditions for generating returns. We expect IG corporate bonds
to generate better returns than government bonds, though
valuations are not attractive, especially if yields are considered in isolation. With continued low yields across the
spectrum, we may well see a move in capital from IG to HY
when investors look for higher absolute returns, which is
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another factor supporting HY. We still have short-duration
bonds and limited interest rate risk in our portfolios in order
to protect us from continued upturns in interest rates and
yields, which we believe is more likely than the reverse.
Emerging market debt (EMD)
Most emerging market (EM) assets, including bonds, have
continued to have a difficult time, in part due to a more
uncertain market climate. Investors have chosen to act
cautiously, affecting the capital flow to EM investments,

Limited return potential with narrowed yield spread

in various production chains are another factor putting
pressure on China and most other emerging markets, with
energy shortages further exacerbating problems. Meanwhile,
the Fed’s announcement that it will taper bond purchases
implies higher future interest rates, which could potentially be another impediment for emerging market bonds.
The above factors may continue to curb market interest in EM
debt investments in the short term. Looking a little further
ahead, however, there are reasons for greater optimism. A
number of EM countries have strong trade balances. Combined with improved earning capacity among companies and
increased vaccination rates, this should provide support.
Meanwhile, many EM currencies have depreciated during the
year, and there is potential for appreciation as these economies open up and economic activity regains momentum.

Source: Bloomberg/Macrobond
The credit spread − the difference in yield between a corporate and
a government bond with the same duration − widened marginally in
October but is still historically narrow. Other factors are the reduced risk
of default, but also the ability of many companies to refinance their debt
at attractive interest rates.

which are considered to carry a somewhat higher risk.
The spread of COVID-19 has also been a problem in many of
these countries. After a period of limited spread, infection
rates now seem to have accelerated again. The fact that
vaccination rates are still relatively low certainly exacerbates the problem. China is one of the countries where
the infection rate has increased and the effects of this are
relatively noticeable since Chinese authorities take a zero
tolerance approach to COVID-19; the result is lockdowns,
more stringent regulations in various businesses and less
economic stimulus. This has triggered a degree of slowing
in the Chinese economy, which has been apparent in recent
months, and has also had a negative impact on many other
emerging markets. However, it is not only the pandemic
that is creating uncertainty about China’s economic direction and growth potential. The global disruptions we see
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The climate transition has only just begun,
but an inexorable phase-out of fossil fuels is
under way. A more climate-friendly economy
and a phase-out of fossil energy sources will,
however, not mean that the world can do
without minerals or that economic activity
will no longer have any kind of environmental
impact. On the contrary, we will need even
more of various other non-organic minerals.
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Many energy-intensive industries will be forced to make
major changes in order to adapt to a world without fossil
fuel sources. As a result, the world’s steel mills and other
metalworking facilities will undergo a paradigm shift, and this
trend has already started to have economic consequences.
Despite historically high profitability for both the metal and
mining industries, today’s valuations imply moderate investor
interest in this sector. If profitability remains high in a historical
perspective − which the climate transition may contribute to −
this might change.
Improved energy efficiency and process changes can boost
steel and aluminium production
To successfully make this transition, the economy needs to
become more energy-efficient. Energy intensity is a measure
of economic value creation relative to the energy this
requires. One effective way to improve energy efficiency is to
lower the volume of the most energy-intensive activities, such
as steel and aluminium production.
Steel is produced in enormous quantities. Globally nearly
1.9 billion tonnes are made each year, which is roughly ten
times the volume of all base metal production. Of these other
metals, aluminium is far the biggest. Annual production is larger
than for copper, zinc, nickel, lead, titanium, cobalt and lithium
combined; moreover, the process is very energy-intensive.
One of the targets in China’s latest five-year plan is to reduce
energy intensity in the economy by 3 per cent yearly during
2021-2025. However, China’s regional authorities and
industrial companies as well as global financial markets
have apparently been surprised by how forcefully efforts
to achieve these targets are now being implemented. After
China’s National Development and Reform Commission
named and shamed 20 of China’s 30 regions and provinces
for failing to achieve their targets, there have been extensive
closures in energy-intensive industries, such as aluminium and
steel mills. China is supposed to achieve an energy efficiency
target in 2021 even though the base year, 2020, was strongly
affected by the COVID-19 pandemic. Over the next few
years, however, these reductions should be more evenly
distributed over time. This year, the entire change compared
to 2020, and more, occurred during the second half because
the first half of 2021 was characterised by strong economic
growth as a result of the post-pandemic recovery. Production
of metals and other goods increased sharply.
More than half the world’s steel production takes place
in China, so the effect of the change in China’s energy,
environmental and manufacturing policies will be dramatic. In
August, Chinese steel production decreased by 12 per cent.
Global production consequently fell by 1 per cent despite
double-digit growth in Europe, North America, Africa and
South America.
Energy shortages make it hard to get an overall perspective
However, it is not just environmental policy and energy
efficiency improvement ambitions that have recently pushed
up steel and aluminium prices to extreme levels. Alongside
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China’s closures, which are planned and very consciously
driven by its environmental policy, both China and many other
parts of the world − including Europe and Brazil − were hit
by a severe energy crisis this autumn. They have thus been
forced to temporarily close energy-intensive plants, both in
the metal sector and in other industries. Lower supplies of
steel, aluminium and other metals have contributed to higher
prices. Aluminium prices have more than doubled from their
lows last year and are now at record levels. This means
extremely good profitability for manufacturers that have
access to cheap energy.
All else being equal, lower steel production contributes to
higher steel prices but at the same time means less demand
for iron ore, pushing iron ore prices down. This has led to an
unusually wide price spread between iron ore and steel. For
steel mills in Europe, that means a combination of high volumes
and prices for steel with lower prices for their most important
input, iron ore. If coal and transport prices were not so high, the
industry would have the best of all worlds right now.

Production constraints have led to higher steel
prices and lower iron ore prices

Source: Bloomberg
The chart shows the price per tonne in Chinese yuan of hot-rolled coil
(HRC) steel and iron ore on the Shanghai Futures Exchange.

Unfortunately, it is hard to determine how and where the
market will reach a balance again once this transitory energy
crisis has passed. The steel industry is notoriously cyclical,
and steel prices have started to fall from record levels. Many
factors are involved, but if China continues to improve the
energy intensity of its economy and keeps reducing steel and
aluminium capacity in order to achieve its annual target of a 3
per cent efficiency improvement, the impact on supply will be
even greater in the years ahead. We expect prices to remain
high in historical terms during 2022 and 2023 as well.

19

Theme: Steel and other metals – A glittering transition

US steel prices have climbed to record highs

Concerns about construction activity in China
As for demand, there are also a number of important issues and
uncertainties. On the positive side, planned US infrastructure
investments will have a huge favourable impact over the
next few years. These planned investments will require large
quantities of steel. In China, there are instead concerns about
how great an impact the current slowdown in the housing
market will have. Building construction in China alone accounts
for 23 per cent of global demand for carbon steel.
Concerns about the demand situation in China are an
important potential reason for investor caution towards the
steel industry. We at SEB believe Nordic steel companies
will see somewhat lower profitability in the years ahead,
though still high in a historical perspective. Nordic and other
European steel shares are valued only somewhat higher than
the historical average of shareholders’ equity (price per book
value), despite record-high profitability and strong balance
sheets that have resulted in historically high dividend yields.

Source: Bloomberg
The chart shows prices in dollars per short tonne of hot-rolled coil steel.
Today’s prices are nearly five times more than the lows seen one year ago.

European steel companies expected to generate
dividend yields of nearly 10 per cent

The favourable market situation for the steel industry applies
to virtually every region and quality, but the situation in the US
is probably the most extreme. Guide prices for hot-rolled coil
steel today are twice as high as the previous peak in 2018.
However, the North American steel market is relatively isolated
from the rest of the world, given its high tariffs.
New priorities will mean slower growth in supply
Sweden has attracted considerable attention around the world
during the past year among people interested in environmental
engineering, hydrogen technology and innovations in the steel
industry. Hybrit has produced the world’s first fossil-free steel,
LKAB is planning the largest industrial investment in Sweden’s
history with a focus on sponge iron for fossil-free steel, and
H2Green Steel aims to be the first and biggest producer of
commercial volumes of fossil-free steel from a brand-new steel
plant in Boden, near the Arctic Circle.
These Swedish steel investments are at the forefront
of technological advances in the industry globally and
exemplify the transition taking place across the world. Steel
producers all over the world are now more focused than
ever on reducing carbon dioxide emissions per tonne of
steel produced; it is the only way to stay competitive in the
future. When investments are redirected to emission-cutting
solutions, there is less money for other measures such as
capacity expansion. This should also hold back supply growth
in countries that do not have such ambitious energy efficiency
targets or do not implement them as strictly as China does. All
else being equal, lower supply growth should lead to a more
favourable market balance.
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Source: Bloomberg
The chart shows the expected dividend yield 12 months forward and the
price per book value (P/B) of European steel companies. Despite historically high profitability, P/B is only marginally higher than the historical
average, and the expected dividend yield is historically high. How much
will profitability deteriorate going forward? We see potential for relatively good profitability over the next few years.

Copper and battery metals are critical to the phase-out of
fossil fuels
The climate transition will require large quantities of
copper and various specialty metals. The copper content
in an electric car is many times greater than in a similar
passenger car that uses conventional technology. Charging
infrastructure is also needed, but above all power
transmission networks need to be improved and expanded
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into a system with a high proportion of renewable energy.
Large cohesive power grids in which surpluses in one area
can be redistributed to another area with shortfalls are
increasingly advantageous, and lower average efficiency
means renewable energy systems need more transfer
capacity relative to their electricity production. One example
is the Swedish power grid operator Svenska Kraftnät, which
plans to add 4,800 kilometres of cable during the period
2020-2040. That is more than 1.5 times the length of cable
that Sweden’s electric power networks have put in place over
the past 40 years, and it will be installed in less than half the
time. We have to go back to the electrification campaign of
the 1950s and 1960s to find a period with a faster expansion
rate, in terms of kilometres of cable. Sweden is in no way
unique in this respect but is simply an illustrative example.
All this suggests strong future growth in copper demand.
According to the Swedish Association of Mines, Mineral and
Metal Producers (Svemin), copper demand will double by
2030. Large quantities of copper will be needed, virtually
regardless of what paths we take to improve sustainability
and what technological solutions are most successful. In
volume terms, copper is by far the most critical metal in the
climate transition, if we disregard steel and aluminium. The
latter are of course needed in various projects incorporating
environmental technology, but this new technology is a
relatively insignificant driver in the use of the two metals.

Expected demand until 2030 for selected metals
needed for climate transition

Source: Swemin
The chart shows the expected increase in demand for a number of metals
regarded as very important in implementing the global climate transition.
In particular, electrification and the expansion of renewable energy will
be important drivers of demand growth for these metals. Demand growth
during the period 2008-2018 is also included for comparison. However,
these estimates say nothing about the accessibility or supply of these
metals.
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Copper inventories of metal exchanges are shrinking

Source: Bloomberg
The chart shows the total copper inventories, in tonnes, of the three main
metal exchanges – the London Metal Exchange, the Shanghai Futures.
Exchange and COMEX.

There are numerous minerals and metals for which the
demand is expected to grow even more, according to Svemin
– for example, battery metals such as lithium and rare-earth
elements (REE), as well as indium and silicon metal, which
are needed in solar cell production. However, the anticipated
strong growth in demand for many of these more unusual
minerals is related to individual technological solutions, in
some cases even a certain type of battery chemistry. The
outlook for these niche minerals is thus somewhat more
uncertain and will depend on the commercial success of
specific technological solutions.
Strategic value is impacting politics
The phase-out of fossil fuels will make the economy even
more dependent on metals. The European Commission
recently noted that we risk replacing our dependence on coal
and oil with a similar dependence on metals and minerals.
Historically, the metal industry has played a key role in
many political contexts, with the European Coal and Steel
Community (predecessor of today’s European Union) being
one example. Yet only now are once virtually neglected
minerals, such as rare-earth elements and lithium, assuming
a role in great-power relations. Although the digitisation
of society is being driven in part by these minerals – for
example, in mobile phones and laptops – only in recent years
has there been a passionate debate about China’s dominant
position in REE and lithium extraction. The US in particular
regards current dependence on certain critical commodities
from China to be an unacceptable risk.
Copper prices a focus of controversy
The rights and obligations of mining companies and how
value is to be shared between owners, governments and
neighbours are controversial in many countries with large
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copper production, especially in South America. The world’s
leading copper producer, Chile, intends to increase taxation
of copper substantially, from more than 40 per cent today
to 56 per cent or potentially to more than 82 per cent going
forward. It is also planning a graduated tax, similar to the way
many countries tax oil, with the rate increasing as the market
price of copper rises.
While the world’s largest copper-producing country is
planning higher taxation and higher copper prices going
forward, China – the world’s largest copper consumer – has
implemented a number of administrative measures to keep
prices down. Chinese companies have been prohibited from
speculating in rising copper prices, but above all the country
has started to sell its strategic reserves of copper, zinc and
aluminium to keep prices in check. This year China has sold
more than 100,000 tonnes of copper from its strategic
reserves. This volume is not large compared to the country’s
total copper imports – more than 4.4 million tonnes during
the first ten months of 2021 – but without this injection,
commercial inventories would probably be even lower than
today. Today the total copper inventories of the three major
metal exchanges – the London Metal Exchange, the Shanghai
Futures Exchange and COMEX – are at historical lows.
Restrained investment in new mines around the world
Metals are highly suitable for recycling, which saves energy,
cuts emissions and reduces their other environmental impact.
Metal recycling is a growth industry, and in a very long-term
perspective this segment of metal production must assume a
more prominent role. However, according to Svemin, recycling
will, at most, account for 26 per cent of metal production in
2050. Although there is great uncertainty about this kind
of long-term forecast, it is quite clear that in the near term
recycled metal will only be a minor and partial solution. The
combination of higher living standards in developing countries
and the climate transition will require far more base metals,
a situation that can only be addressed in the near term by
increased mine production, which may pose a challenge.
Recently, the first new mine in Sweden in more than 10 years
obtained an operating permit. The mining industry suffers from
sluggish, complicated permit processes; as a result of minor
procedural mistakes, many years of work may be lost and
investments worth hundreds of billions of kronor may have
to be shelved. Sweden has plunged from 8th place on the list
of the world’s most attractive countries for mine investments
in 2016 to 36th (of 77) according to the Fraser Institute in
Canada, which compiles an annual ranking of jurisdictions
around the world based on their attractiveness for mining
investments. Countries such as Russia and Mali ranked higher
than Sweden. Finland placed 10th, and the top nine rankings
were states or provinces in the US, Canada and Australia.
While Sweden clearly stands out for its poor ranking in terms
of regulatory impediments to new mines, it is an international
trend that permitting processes for new mines have become
more extensive and time-consuming. This makes it difficult
to open new mines globally. One real risk to the climate
transition may thus be a shortage of critical metals.
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The ends do not justify the means – emissions will be taxed
However, the metal industry is not only vital in enabling the
global climate transition; it is also a climate culprit that must
cut its own emissions sharply. For example, SSAB, Boliden and
LKAB are among the companies that emit the most carbon
dioxide in Sweden. Still, in an international comparison,
Nordic companies such as Boliden and Norsk Hydro stand out
for significantly lower carbon dioxide emissions per tonne of
metal than the industry average. Meanwhile SSAB and LKAB
are at the forefront of new fossil-free steel production. New
investments such as Boliden’s roughly SEK 8 billion expansion
and modernisation of its zinc-smelting plant in Odda will
further improve the relative position of these companies,
making them world leaders in low-emission metal production.
For some time, Boliden and Norsk Hydro have also marketed
“green” copper and aluminium to their customers, putting
a premium on metals whose production generates minimal
carbon dioxide emissions.
One method that has proven effective in getting companies to
reduce emissions is forcing them to pay for these. However,
if emissions-intensive industries that are susceptible to
competition are forced to pay for their emissions, there is
a risk that operations will be moved to countries with less
stringent environmental standards. Tougher emissions
requirements may thus have an impact quite the opposite
of that intended, and greenhouse gases pay no attention to

Global copper mines are valued in line with
historical averages

Source: Bloomberg
The chart shows the expected dividend yield 12 months forward and the
price/book (P/B) ratio for Bloomberg’s global index of copper mines. Most
copper producers also have significant revenue from other metals, but
copper is an important product for those that are included in the index.
Despite historically high profitability, the P/B ratio is only marginally
above its historical average, while the dividend yield is historically high.
Will profitability deteriorate going forward? The copper mining industry
may potentially be a big winner in the climate transition.
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national borders. The EU is therefore planning to introduce a
Carbon Border Adjustment Mechanism (CBAM), a kind of tariff
on imported metals that reflects the cost of emissions caused
by their production, and at the same time will start forcing
EU producers to pay for their own emissions. The plan is to
introduce this system gradually starting in 2025. The result will
be more expensive metals in the EU and higher costs for the
industry, but probably also greatly improved competitiveness
for producers with the lowest emission intensity. Political
initiatives like this can provide strong incentives for the metal
industry to reduce emissions, while ensuring that cutting-edge
companies are amply rewarded financially.
The stock market sees bright prospects for lithium,
but not copper
Investors have taken note of the good prospects for lithium
producers, with most large-cap shares in the industry trading
at or near record highs and with valuation multiples that
suggest high growth expectations going forward. Shares of
rare-earth element producers are also trading at historical
highs; investors clearly have the same perceptions of mineral
producers and their customers. Battery manufacturers and
electric car makers are also red-hot in the stock market, with
valuation multiples that often presuppose both rapid growth
and improved profitability at these companies in the future.
It is difficult to see similar confidence in copper producers
reflected in today’s share prices. Copper mines are valued
at a price/book (P/B) ratio within a historically normal range
despite their high profitability, which implies historically high
dividend yields. With copper prices at historical highs, it is
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reasonable for earnings multiples to be somewhat lower than
normal, but if the demand trend for copper unfolds as Svemin
and others expect, there are good reasons to count on high
average prices going forward as well. In such an environment,
we should again see historically high P/B multiples soon.
Summary
The global climate transition has only just begun, but a phaseout of fossil fuels is now under way, and this will have a major
impact on the world’s steel and other metal producers. The
phase-out of fossil fuels does not mean that the world can
do without minerals or that economic activity will no longer
have any kind of environmental impact. On the contrary, we
will be forced to use even more of various other non-organic
minerals, including copper, lithium, silicon metal and rareearth elements. Energy-intensive industries will also be
forced to make major changes to adapt to a world without
fossil energy sources. The emissions-intensive steel and
aluminium industries must contribute significantly to reducing
the energy and emissions intensity of the economy, which
may have a negative impact on supply and a positive one on
prices. Such impacts can already be seen as a consequence
of China’s energy policy. From an investor perspective, it is
intriguing to observe the seemingly cool sentiment towards
steel and mining shares today. Despite historically high
profitability and the fact that the climate transition can
potentially benefit parts of this sector, price/book ratios are
close to historical norms, whereas valuations in other stock
market sectors are high in a historical perspective.
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Talk is cheap,
but data is golden
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In the future, 5G will connect 6-7 billion people and
exponentially more devices in different networks.
This technology will improve conditions for
innovations in communication, education, health care,
automation, connected cars, intelligent transport,
security, productivity, gaming, entertainment,
operational control and much more. Large-scale
investments and increased productivity can
boost the potential for economic growth.
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In the 5G communication of the future, subscribers will
always be connected. Large quantities of data − distributed
quickly, securely and with energy efficiency − will lay the
groundwork for new services, reduced resource use and higher
profitability. Via their own networks, companies will be able
to use data with the help of sensors and software to create
self-regulating systems that respond to deviations; whatever
can be measured can also be controlled. In order for this
information to be available wherever and whenever needed,
5G will be integrated with cloud services, creating two-way
communication between data from connected devices and
companies’ IT systems. More and more computing power will
be moved to connected devices in order to reduce complexity,
and with cloud services software can be updated and new
functions added on a continuous basis.

table below, we provide an overview of how mobile networks
have developed over the past 30 years and the difference
between 4G and 5G, as well as how application areas have
changed.

There has been a technological leap every ten years
The big difference between 5G (short for fifth generation
wireless technology) and 4G is expectations about the
emergence of a business-to-business (B2B) market related to
the connectivity of physical objects and processes in networks.
We have previously written in Investment Outlook (November
2020) about how the fourth industrial revolution is expected
to develop around connected networks. Suppliers, customers,
manufacturing equipment and processes will be connected
via mobile systems, which will provide opportunities for more
proactive decisions, better quality, increased automation
and more flexibility. We have described how health care will
be improved by new connected technology enabling remote
diagnosis and treatment (Investment Outlook, May 2021) as
well as how digital education will grow rapidly as more and
more people gain access to flexible broadband connections
(Investment Outlook, September 2021).

Opening the way for critical communication and
differentiation
The 5G standard is up to 100 times faster than 4G and can
connect to 100 times more devices. Its radio signals have
wider bandwidth, more data content and faster response time.
The system can be used in more frequency bands. That means
its application will be expanded to include critical (emergency
service) communication. A quick response time – latency –
enables new technology areas for mobile networks such as
private networks in manufacturing and automation solutions.
For telecom operators, it will enable increased differentiation
of services, with ultra-high frequency bands in metropolitan
areas that provide high speed and capacity, requiring many
times more base stations, combined with lower frequency
bands for wider coverage is less densely populated areas with
a smaller number of base stations.

Technological improvements mean shorter response times,
broader use of frequency bands and more devices that can be
connected at lower cost. Together with advances in multiantenna technology with more transmitters and receivers,
this creates a more robust network − which means that
connections based on WiFi and cable will disappear. In the

Network capacity in mobile networks has grown dramatically
since the early 1980s, when the first generation of mobile
phone services enabled speech without using landline
networks. In the 1990s, the texting function was introduced
in 2G, along with limited data transfer. Mobile internet
appeared with the advent of 3G. When 4G was established, it
enabled innovations for consumers such as the app economy,
e-commerce by mobile phone and streaming. This facilitated
the expansion of global services from such companies as
Amazon, Facebook, Uber and Netflix.

International standard
Network functions are being developed through an
international cooperative organisation for common
specifications and protocols, the 3rd Generation Partnership
Project (3GPP), which specifies a standard that developers
use. This covers radio communication, reliability and
response times as well as energy consumption and mitigation

Technological advances in mobile networks
Mobile generation
Year
Applications
Highest data traffic
(bits/second)
Bandwidth efficiency
(bits/sec/hertz/cell)

2G

3G

4G

5G

CAGR*

1990

2000

2010

2020

1990-2020

Calls, texts

Mobile
internet

10 Kbps

2 Mbps

300 Mbps

20Gbps

62%

0.04

0.12

2.6

7.0

19%

100 ms

8 ms

2 ms

22%

100%

28%

1.4%

-13%

Response time for signal to and
from, milliseconds (latency)
Energy use, capacity utilisation

100%

App economy Industry 4.0, IoT

Yearly change

* Compound annual growth rate
Source: Ericsson
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of disruption risks. Standards for machine learning and
augmented reality/virtual reality (AR/VR) are also being
developed by the organisation. Combined with cloud services,
5G technology is expected to facilitate innovations at
companies and improve the potential for new services.
Tripling the number of fixed broadband subscribers by 2026
With 5G, consumers will notice increasingly fast connections,
shorter delays, larger volumes of data and improved service
experiences. Creating new services for private individuals
will largely be determined by how companies use the new
technology to create innovations in computer gaming, sport on
TV or on mobile phones, e-commerce, financial services, health
care, driving and more. Access to fast broadband will increase
for many households. Today there are roughly 60 million fixed
broadband connections via 4G and 5G. By 2026 it is estimated
that the number may triple to more than 180 million, with
5G expected to account for 40 per cent of the total. Fixed
wireless broadband communication is expected to have a 12
per cent global market share of households in 2026. Assuming
3-5 people in each household, this means around 650 million
people are expected to have access to a wireless broadband
connection within 5 years.
5G is the technology that will affect manufacturers’
business models and operations the most
The Internet of Things – loT – is a system of smart devices and
sensors connected in a network through mobile systems. The
business case for this may be higher internal efficiency and
a better customer experience. The investment bank Morgan
Stanley recently conducted a study on the expected impact of
new technology by sending a survey to 28 global companies in
the automotive, aviation, chemistry, manufacturing, mechanical
engineering and pharmaceutical sectors, among others. The
biggest impact on their operations over the next 5 years is
expected to come from connectivity when 5G and IoT are
combined. This is expected to have a bigger impact than new
production technology (3D printing and robotisation) and
increased intelligence (artificial intelligence, blockchain and
machine learning). This is also confirmed by Google’s search
history during 2021, with 5G being the fastest growing search
topic. We believe 5G, device connectivity and data collection
will facilitate robotisation, automation, self-driving technology
and other technological advances supported by data analysis.
Asked how quickly 5G technology is expected to be
implemented in their own organisation, 37 per cent of the
companies taking part in the survey indicated that it will
happen quickly, with a big impact within 5 years. A majority
indicated that they expect it to happen within 5 to 10 years.
More than 60 per cent of the companies plan to invest in
5G technology
Of the companies surveyed by Morgan Stanley, 9 per cent have
already initiated investments in 5G technology or expect to
do so within 2 years. Just under 40 per cent of the companies
have no such plans today. More than 60 per cent are planning
investments in business-to-business (B2B) solutions, which
confirms that there is great future market potential, but with
some uncertainty in the near term.

Investment Outlook: December 2021

Expected impact of 5G and over what period of time

Source: Morgan Stanley
The chart shows how the companies taking part in the survey think 5G
will affect their operations, based on four possible responses.

Plans to implement 5G in production

Source: Morgan Stanley
The chart above shows how the companies taking part in the survey
invest in 5G or what they are planning.

The Morgan Stanley survey confirms that the market is growing
but also indicates that it will take a few years before growth
really accelerates.
Rapid growth for operators with connected devices
Today the majority of connected products have low complexity
and have limited communication needs. Examples of this are
connected electric meters that can report electricity usage,
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voltage and current. Other examples are various sensors and
position transmitters. One estimate is that globally there were
1.6 billion devices connected via mobile communication in
2020, with roughly half connected via 2G and 3G networks
and half via 4G and 5G. This year, it is assumed that a majority
of devices are connected with communication via 4G and 5G
networks.
Two telecom operators, Swedish-based Telia and America’s
AT&T, publish figures on their subscriptions and connected
devices. Telia has seen strong growth in subscriptions for
machine-to-machine (M2M) communication, which represent
one fifth of the total number of the company’s subscriptions.
These subscriptions have low average prices, around SEK 20
a month, and thus constitute a small though growing share of
operators’ revenues. Revenues are also positively affected by
the volume of data generated from connected products.
Telia’s subscription growth for M2M communication was
positive in all regions of the Nordic and Baltic countries during
the past quarter. In Sweden, the number of subscriptions
increased by 46 per cent compared to the year before.
Including all regions, the increase was 34 per cent. Growth was
also positive sequentially – in other words, faster than during
the previous quarter.
AT&T publishes figures on how many devices are connected in
its operations. Growth is rapid and fairly steady, 20 per cent or
more a year. In the chart below, we have indexed the change,
using the figures for the second quarter of 2017 as 100.
It is clear that growth has been higher for AT&T, where the
number of connected devices today is 160 per cent larger than
in the second quarter of 2017. The US has invested faster and
more extensively in 5G technology than European countries.

Change in the number of M2M subscriptions at Telia
and connected devices at AT&T

For Telia, the number of subscriptions for M2M communication
increased 90 per cent during the same period. However,
growth at Telia accelerated in the past two quarters while
AT&T has continued to have high, steady growth.
Since early 2017, average annual growth has been 23 per cent
for Telia and 36 per cent for AT&T. This is on a par with what
Ericsson, a Swedish-based global manufacturer of telecom
networking systems, indicates is the expected growth rate
over the next eight years (until 2030), for more than 25 per
cent of service providers/operators. In all, Telia had 3.5 million
subscriptions in M2M communication after the third quarter of
2021, and AT&T has 91 million connected devices.
Telenor, a telecom operator based in Norway, has global
ambitions in this area via its Telenor Connexion division and is
regarded as a global leader and visionary in the area, according
to the consulting firm Gartner Group. Telenor was estimated to
have 16 million connected devices in mid-2020.
If we assume an average subscription price of SEK 20 for
each connected device per month, at Telia that translates
to annual service revenues of SEK 840 million with today’s
subscriptions and SEK 3.8 billion at Telenor – equivalent to
just over 1 per cent of Telia’s service revenues and just over 3
per cent of Telenor’s. The two companies do not specify how
their revenue streams from data transfer are affected, but
if we assume that half their revenues are from subscriptions
and half from data, the share from connected devices
doubles. With growth of 20-30 per cent, that share will
gradually increase. As more and more companies choose to
invest in their own networks, market potential increases. With
5G and advances in the Internet of Things (IoT), operators will
need to shift away from selling SIM cards for voice and data
traffic towards supporting companies in their transformation
to more data-driven operations. One way is to offer not only
frequency bands that the operators have a licence for but
also combine it with selling a package that includes hardware,
software and operational services.
Major market potential for private networks
There are numerous estimates of the market potential for 5G
and IoT in the B2B market, but different periods are covered
and different services and products are included in the
forecasts of companies and industry consultants.
Ericsson estimates future revenue potential of around USD
700 billion for service providers/operators between now and
2030. The consulting firm ABI Research notes that the global
service market for operators in private networks is expected to
total USD 5.9 billion in 2024.

Source: Telia, AT&T
The chart above shows the indexed change in the number of
machine-to-machine subscriptions at Telia and the number of connected
devices at AT&T since the second quarter of 2017.

Investment Outlook: December 2021

According to Grand View Research, based in California, the
global market for private 5G networks totalled USD 920 million
in 2020 and is expected to grow by 38 per cent annually over
the next seven years. US-based telecom operator Verizon
expects the global market in IoT – which covers base stations,
computers/processors, software and sensors – to grow by 20
per cent annually to USD 8.8 billion in 2025. Wireless hardware
and software provider Qualcomm states that globally, 5G may
generate annual investments and development projects worth
around USD 265 billion.
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Winners among Swedish and Nordic listed companies
Which companies benefit the most from 5G will depend
on how strong their innovation capabilities are. One sector
that has benefited for some time is network infrastructure
companies such as Ericsson and Finnish-based Nokia, with
everything from increased investments in new base stations
and software to operational and maintenance services. In our
view, investments in 5G will be larger and will continue over a
longer period than previous generational shifts. One external
consultant, IHS Markit, believes the investment period for
5G may last up to 15 years and investments may be larger
than during earlier generational shifts. That is because, with
more frequency bands available, the number of base stations
will increase, especially in metropolitan areas, where the
expansion will largely take place using high frequency bands
with smaller coverage areas but better quality. The expected
growth of private networks in many sectors should also
contribute to increased expansion in infrastructure such as
base stations and software, which will create a larger market
for 5G in the years ahead. Stringent security requirements
in critical (emergency service) networks may also increase
the demand for software. This may also increase competition
from large technology companies with substantial resources
and innovation capabilities.
Telecom operators will benefit from greater market potential.
Nordic operators such as Telia, Tele2 and Telenor should be
able to expand their offering and increase revenues. The
churn rate – a metric that calculates the number of customers
that stop using a service – can be reduced when the range of
subscriptions and services is expanded. In addition to being
affected by an increase in the number of connected devices,
revenue potential is also affected by the expected growth
in data volume, measured in gigabytes, especially with price
models that can generate USD 1-15 in revenue per gigabyte
of data.
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Industrial companies can benefit from more efficient
production as well as closer collaboration with their customers
if they successfully increase the value of the content in their
product range, for example by offering customers services
that are more critical to their operations. New payment models
can also be created, which can reduce revenue and earnings
volatility. Examples of large industrials based in Sweden or with
a major presence there are ABB, Hexagon, Epiroc, Husqvarna,
Sandvik, SKF, Volvo and Traton.
Summary
The rollout of 5G and the transition of companies to the new
technology are only the start of an investment wave that
may continue for the next 10-15 years. Industrial companies
consider 5G and connected products to be among their top
technological development priorities right now. 5G technology
creates greater potential to increase the volume of process
and customer data, which can be used to boost revenue
potential via new services and to improve internal efficiency.
A number of companies have already started to invest in their
own 4G networks, which are gradually being replaced by 5G,
but according to a Morgan Stanley survey, the majority of such
investments are expected to take place within the next 3 to 5
years. The number of connected devices is growing rapidly and
is expected to increase by billions of units over the next few
years. Compared to previous shifts in mobile networks, a large
proportion of future value creation will take place in software
development. Companies that are early adopters in this
transition and that can take advantage of the new technology
will be winners in the long term. Swedish and Nordic
companies ranging from infrastructure providers and telecom
operators to industrials and service companies are potentially
among these winners.
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Excerpt from the Nordic Outlook research report. For the
full report, see seb.se/nordicoutlookreport.

—
Recovery will be resilient
to inflation shock
The global economy is facing supply chain
disruptions, renewed COVID-19 transmission and
an energy crisis that is driving inflation higher. We
expect these disruptions to ease during 2022 and
our GDP forecasts are reliably positive. Inflation
will fall but its stronger, broader impulse will
force various central banks to hike key interest
rates earlier than expected. Our main scenario is
that policy mistakes will be avoided. Prospects of
calmer inflation will dampen the upturn in longterm yields and provide support for risk appetite.

In recent months, the economic outlook has been dominated
by growing uncertainty on multiple fronts. The manufacturing
sector is increasingly hampered by transport problems and
other supply disruptions. Rapidly rising energy prices are
making inflation especially strong, undermining household
purchasing power. In the United States, the phase-out of
earlier household stimulus measures has also contributed
to a consumption slowdown. Bottleneck tendencies in the
labour market have recently become apparent in many
countries. Today unemployment is not far from pre-pandemic levels. The share of businesses complaining about
recruitment problems has rapidly climbed to historically high
levels. In the US and the United Kingdom, this has also been
manifested in accelerating pay increases. If the situation
does not improve, this threatens central bank plans for a
gentle normalisation process, while forecasts of above-trend
GDP growth for a few more years will be hard to achieve.
Lingering pandemic-related disruptions. In various respects,
today’s challenges are connected to how post-pandemic
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reopening processes unfold. Despite rising vaccination
rates, the spread of COVID-19 has again increased. Although restrictions and lockdowns no longer threaten the
overall recovery, pandemic-related disruptions will persist
for longer than expected. Continued depressed service
consumption will create imbalanced demand, with overheating in many goods sectors. This puts heavy demands
on transport capacity, while China's zero tolerance of virus
transmission is hampering the global transport system, for
example because key ports cannot be fully used. Renewed
virus transmission is also holding back the labour supply.
Stable GDP forecasts. Despite the challenges that have
emerged this autumn, GDP forecasts have been relatively
stable over the past six months. Forecasts for major advanced economies have generally converged, with downward adjustments for the US and upward ones for Western
Europe. In September’s Nordic Outlook, we chose to distance
ourselves to some extent from the optimistic tone that the
International Monetary Fund (IMF) adopted in its July fore-
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cast. Now we are lowering our global GDP growth forecast
for 2021 to 5.7 per cent from the previous 5.9, mainly due
to slightly worse prospects for the US, China and India. We
have also lowered our 2022 forecasts for the US and China
a bit, but due to faster growth in Japan and elsewhere, we
still foresee global GDP growth of 4.4 per cent. We have
adjusted our 2023 global forecast marginally higher.

GDP growth forecasts, per cent
Market

2020

2021

2022

2023

World

-3.3

5.7

4.4

3.5

United States

-3.4

5.6

3.9

2.2

China

2.3

8.2

5.2

5.4

Japan

-4.6

2.5

2.7

1.2

Sweden

-2.8

4.6

3.6

2.4

OECD

-4.6

5.2

3.9

2.4

Euro area

-6.4

5.1

4.4

2.6

Baltic countries

-1.7

5.7

4.0

3.5

Emerging markets

-2.1

5.7

4.4

3.5

The spread against European yields is widening. German
and Swedish 10-year yields will reach only 0.40 and 0.95
per cent respectively. Changes in relative monetary policies will drive foreign exchange markets this coming year.
Fed normalisation will strengthen the US dollar to 1.11 per
euro by late 2022. The EUR/SEK exchange rate will remain
relatively stable but reach 9.70 by late 2023. Stock markets
have been very resilient to stresses this autumn. After a
temporary slump, equities have climbed to new records in
many places. Assuming that supply shocks subside in line
with expectations, we foresee further stock market potential in 2022. To some extent, strong earnings growth this
year has lowered high valuations. Earnings forecasts have
come down, adapting to a more mature cyclical phase.

New waves with varying intensities

Source: SEB Nordic Outlook. The table shows forecasts of real
economic growth in line with our main scenario.

As for inflation, our revisions are bigger: it will be both more
powerful and longer-lasting than projected earlier − especially in the US, where we expect it to peak around 7 per
cent in January. In Western Europe, with the partial exception of the UK, the upturn will be milder and more highly
focused on energy prices. Next spring, inflation will gradually begin to fall. But in the US, the Consumer Price Index
(CPI) will probably exceed 3 per cent throughout 2022.
Central banks are facing a classic dilemma, with a risk that
interest rate hikes will amplify the tightening effect of an
energy supply shock. But if they fail to act, there is a risk
that inflation expectations will soar, especially in economies
where price increases have broadened and pay hikes have
accelerated. We now expect the US Federal Reserve to begin
hiking its key interest rate in September 2022, then take
gradual steps to a 1.50 per cent rate at the end of 2023. In
the UK and Norway, we expect the key rate to end up fairly
close to the Fed's level by the end of our forecast period. In
the euro area and Sweden, central banks have a long way
to go before hiking key rates; the European Central Bank
will keep rates unchanged throughout the period, while a
strong Swedish economy will persuade the Riksbank to
finally implement a hike during the latter part of 2023.

Source: World Health Organisation (WHO), Macrobond, SEB
The chart shows new weekly COVID-19 cases per 1,000 inhabitants.

The pandemic refuses to release its grip
Despite rising vaccination rates and improved vaccine
availability in the world, infection rates are rising again.
This is true not only in less developed economies, which are
lagging in vaccinations for various reasons, but also among
rich countries. Restrictions are on their way to being re-imposed in many countries, which may affect their economic
outlook, but all indications are that these restrictions can
increasingly be designed in a way that has limited financial
consequences and emphasises encouraging people to get
The market trusts central banks. The bond market is domvaccinated instead of curbing their mobility. High vaccination rates and lessons learned from COVID-19 have also
inated by a belief that central banks will succeed in fighting
inflation without making policy mistakes and derailing the re- helped keep down the number of new deaths and serious
covery. This implies a positive yield curve but still puts a lid on illnesses, reducing the motives for drastic lockdowns. In
long-term bond yields. We have raised our 10-year Treasury
addition, effective new medicines that lower the number
yield forecast to 2.50 per cent at end-2023.
of deaths and serious illnesses will be available next year.
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More transmission, but fewer severe cases due
to vaccines

Source: World Health Organisation (WHO), Macrobond, SEB
The chart shows the number of COVID-19 deaths per 1,000 inhabitants.

Yet virus transmission will be felt in some ways. There is a
risk that international travel restrictions will be extended or
re-imposed. Long-distance travel will probably remain at a
low level for quite some time. Infection curves in the world
are unsynchronised, contributing to continued problems
for global trade and transport systems, especially due to
China's policy of zero tolerance for transmission. In the US,
COVID-19 deaths have rebounded, delaying the return to
a normal social life in some areas, for example by keeping
labour supply down. But since the Delta variant wave has
now culminated, we can hope for improvements soon.

Varying effects of the pandemic on GDP

Unexpectedly strong global demand for goods is creating
extra-large bottleneck problems, since global transport
capacity is already being hampered by the pandemic. Broken
supply chains have led to increasing problems with deliveries
of input goods, especially semiconductors − increasingly
hurting industrial production. These problems are worsened
by the European/Asian energy crisis. Disruptions in global
value chains threaten economic recovery, while generating
inflation and stressing monetary policy. Our conclusion −
based on historical comparisons, business surveys, anecdotal data and seasonal patterns − is that global supply
problems will culminate in Q1 2022, then hamper world
trade to a diminishing extent for another six months.
Focus on role of supply side
The pandemic is unlikely to paralyse the economy again, so
downside risks in our forecast will increasingly deal with
inflation and failures related to central bank exit strategies. If labour market shortages do not ease, wages may
surge − showing that current macro forecasts and financial
market pricing are based on an overly positive view of the
supply side. Central banks would then probably choose to
tighten their policies, triggering major stock market and
home price declines. If they did not act, inflation expectations would instead take off, completely losing touch with
inflation targets. An escalation of problems in China’s real
estate market, which authorities are failing to deal with,
may also have far-reaching effects on the global economy.

Various scenarios for the OECD countries
GDP growth, per cent

2021

2022

2023

Main scenario

5.2

3.9

2.4

Negative scenario

4.9

1.2

1.4

Positive scenario

5.5

5.8

3.0

					Source: SEB

High consumption along with improved productivity: A
combination of pent-up consumption needs and a high level
of household savings represents upside potential. A robust
increase in consumption may also lead to a positive spiral
that drives broad-based capital spending. Ensuring that such
a scenario is sustainable requires a highly favourable labour
supply trend, but perhaps above all that new investments
actually lead to clear productivity improvements. In view of
increasing supply side uncertainty, we believe that upside
potential has diminished and downside risks dominate.

Source: Macrobond, SEB
The chart shows accumulated GDP difference, 2020-2022. SEB forecasts, November 2021 compared to January 2020.
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Cautious headwinds from fiscal policy
So far during the pandemic, fiscal stimulus measures have
helped sustain economies on a broad front around the world.
Our calculations indicate that in advanced (OECD) economies,
the fiscal stimulus impulse − defined as the change in the
cyclically adjusted budget balance – added up to the equivalent of 5 per cent of GDP in 2020. Recurring pandemic waves
have prolonged the need for such support. Together with
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Stabilisation at high levels

GDP over the coming years – an especially welcome injection
for southern European countries. US spending programmes
will also focus on investments, although President Joe Biden
has had problems getting Senate approval for parts of his
policy. Japan recently launched a new stimulus programme
equivalent to 5 per cent of GDP, and negotiations to form a
new German government are expected to result in a redgreenliberal coalition with a somewhat more expansionary policy
than we have seen before. Sweden’s tight fiscal policy
framework is increasingly being questioned. Replacing its
budget surplus target with a balanced budget target will be
a likely first step, but the concept of separate accounting for
certain types of investments also seems to be gaining ground.

Source: International Monetary Fund (IMF), Macrobond, SEB
The chart shows public sector debt as a percentage of GDP.

more traditional stimulus, fiscal policies look set to become
even more expansionary again this year, with an additional
dose equivalent to 0.5 per cent of GDP. After these historically very large stimulus measures, fiscal policies will inevitably tighten in 2022 as countries reduce their deficits and
stabilise public sector debt. These fiscal headwinds will total
about 2.5 per cent of GDP in 2022 and will continue in 2023,
though more gently. However, this will be a matter of phasing
out crisis responses; there will be no austerity programmes
like those that various euro area countries were forced to
undergo after the global financial crisis a decade ago.
Fiscal stimulus impulse
Change in structural budget balance, per cent of GDP.
Positive figures = stimulus effect, and vice versa.
Market

2020

2021

2022

Total

United States

6.5

0.0

-4.0

2.5

Japan

5.0

-0.5

-2.0

2.5

Euro area

3.5

1.0

-1.5

3.0

United Kingdom

6.0

1.5

-5.0

2.5

Sweden

2.0

0.5

-1.0

1.5

OECD

5.0

0.5

2.5

-3.0

Major challenges in the energy market
Developments in the energy market are especially important
today in making forecasts. The trends are unusually divergent for different types of energy. However, the collapse in
energy investments during the first phase of the pandemic
was followed by a surge in demand, which generated widespread upward pressure on prices. A wave of hoarding ahead
of the coming winter is also creating competition between
China and Europe, causing coal and natural gas prices to
soar to unforeseen heights. Despite a recent downward
correction, these prices are now about 3 times higher than
normal in some European countries. Oil prices have shown
a calmer trend, and the current price of around USD 85 per
barrel represents a level that is a moderate 40 per cent
higher than the average price in real terms over the past 50
years. This indicates that oil prices may be the next to rise
in an environment where there is reluctance to fund fossil
fuel investments, although this is not our main forecast.

Coal, natural gas and crude oil vs normal prices

Source: OECD, SEB

Structural policies will be given more room. Today the
ambition is to support the economic recovery with stimulus
programmes that are often structural in nature, also aiming
at improving long-term growth potential and facilitating the
climate transition. In the European Union we have the Next
Generation EU programme, which will total 5-6 per cent of
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Source: Bloomberg, SEB
The chart shows prices of coal, natural gas and crude oil compared to a
normal situation, where the normal situation = 100.

32

International overview

Energy prices will probably fall during 2022. Generally
Broad-based upturn in US inflation
speaking, the energy transition is a huge challenge in a world
that has been better at fighting fossil fuels than at building
out new green alternatives. This means we have to get used
to the fact that imbalances between supply and demand
will become more common in the future, with greater price
volatility as a consequence. This will also lead to major
political tensions and challenges during the ongoing climate
transition process. However, high CO2 prices in Europe are
helping keep electricity prices at a level that will make new
investment projects in renewable energy very profitable.
During the coming year, there is also potential for a general
decline in prices. Chinese energy demand is falling due to
the credit crunch, while Russia should be able to increase its
gas exports to Western Europe following a domestic inventory build-up in October. Forward contracts in the northern
European electricity market also point to a clear price decline
in 2022. Despite long-term risks, we also believe oil prices
will fall, reaching an average of USD 60/barrel in 2023.

Source: Macrobond, SEB

Higher inflation for longer, especially in the US

The chart shows core inflation, year-on-year, in per cent.

Stable core inflation in Europe. With the exception of the
UK, the inflation upturn in Western Europe is still largely
due to energy prices. This is illustrated in the above charts
by differences with the US in various core inflation metrics
being even greater than for overall CPI. The contribution
of energy prices is significantly larger in the euro area
than in Sweden due to differences in the use of natural
gas, but we are likely to see some core inflation upturns
in the euro area as well. At the producer level, we are
now seeing a broader price upturn for consumer goods
as well. After a lag, this should also have an impact on the
CPI. We will probably also see an increase in underlying
price and wage pressures as resource utilisation climbs.

Source: Macrobond, SEB
The chart shows the Consumer Price Index (CPI), year-on-year, in per cent.

Unemployment is not far from pre-pandemic levels

Despite everything, inflation will fall
We are currently in the midst of an inflation impulse that
is becoming stronger and more long-lasting than had we
previously expected. It is driven by many different kinds of
forces, making it especially hard to assess. Rapidly rising
energy prices have made the inflation surge more dramatic.
In the US, the upturn also seems to be changing character.
When inflation took off last spring, a few of its components
– such as used cars and normalised prices for tourist services after the pandemic – accounted for much of the upturn.
Today the upturn is broader-based, including rapid increases
for rents and goods prices more generally. Yet so far service
prices have been climbing at a modest pace, while goods
inflation is the highest since February 1981. A broad-based
rise in inflation suggests that price upturns are also being
driven by generally strong demand after earlier household
Source: Macrobond, SEB
stimulus payments and blocked service consumption. Heavy
demand for goods has international consequences, by wors- The chart shows the difference in percentage points compared to the
end of 2019.
ening bottleneck problems in the global transport system.
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Labour market bottlenecks have made themselves felt more
clearly in the past year, which has also increased uncertainty.
Unemployment has fallen rather quickly towards pre-pandemic levels, partly because many of those who left the
labour market at the beginning of the pandemic have not
returned. It is clear that bottleneck problems are greater in
the US and the UK, where wages and salaries have accelerated quite clearly; broader political support for raising
minimum wages is another factor. In the euro area and the
Nordic countries, however, there are no clear signs of such
a trend. In Sweden, multi-year collective labour agreements
− including relatively low pay increases − are one reason
we do not expect any significant acceleration, at least until
the next national wage round in the spring of 2023. In the
US, it is also likely that bottleneck problems will ease when
social life normalises and the opportunities and motivations
for working increase as government grants decrease.
Inflation will fall during 2022. Our main forecast is now
that inflation will gradually fall as the post-pandemic situation normalises. Most of the price increases that are now
pushing up inflation are one-off in nature and will hardly
be repeated year after year. Although energy prices will
probably be elevated in the future, compared with what
we are accustomed to, they are likely to fall from current
levels and make negative contributions to inflation during
the latter part of our forecast period. Inflation expectations
have risen but are not alarmingly high. After a new upside
surprise in the US in October, 5-year expectations based on
the inflation-linked bond market are now around 3 per cent.
A level of around 2.5 per cent for this metric is in line with the
Fed's operational targets. In Sweden and Germany, expectations do not indicate any distrust of inflation targets at all.

Rising inflation expectations

Source: Macrobond, SEB
The chart shows 5 year break-even in per cent.
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Central banks face a historic dilemma
The Fed's new strategy of expanding its manoeuvring room
to allow overshooting of its inflation target was launched
in an environment where the previous bias against falling
below the target had created stable low inflation expectations. The ECB, Sweden’s Riksbank and other central
banks in Europe have had even greater credibility problems
in this respect. The sharp economic downturn due to the
pandemic reinforced their motivation for signalling great
tolerance for overshooting inflation targets. At first, it was
thus quite natural for central banks to play down pandemic-driven inflation tendencies. The inflation impulse now
appears to be stronger and longer-lasting, and central
banks thus face a balancing act. To clarify what is at stake,
let us look at two extreme cases taken from history:
A clumsy response led to the 1970s stagflation era.
After OPEC carried out major production cuts, oil prices
soared in 1973-74. This happened soon after the collapse
of the Bretton Woods system with its fixed exchange
rates, anchored by the US dollar gold peg. This made the
global economy especially vulnerable. There was no clear
strategy for how to respond to the upturn in oil prices,
but to varying degrees national fiscal policymakers tried
to sustain economic activity. Monetary policymakers in
most countries mainly accepted (accommodated) a general acceleration in price and wage increases. As a result,
economies − especially the US, the UK and the Nordic
countries − were plagued for a long time by high, volatile inflation that hampered investments and growth.
Exaggerated fear of contagion during 2008. Experiences
during the 1970s oil crisis were one reason why for a long
time, central banks were constantly worried that inflationary impulses from commodity prices, especially energy
prices, would spread to other categories of goods and
eventually also to wages and salaries. Central banks were,
of course, aware of the dilemma of responding directly
to a growth-curbing supply shock with key interest rate
hikes, but they did not trust economic actors to refrain from
passing on cost increases to customers. At the same time
as the US subprime mortgage market collapse in August
2007 began to hamper the global economy, commodity
prices rose sharply − mainly driven by large Chinese capital
spending. In the spring of 2008, the inflation upturn broadened in the insidious way that often occurs at the beginning
of a slowdown. Several central banks in Europe, led by the
ECB, then chose to hike their key rates repeatedly. The
Riksbank's final hike just a few months before the collapse
of Lehman Brothers was the most spectacular example.
Monetary exit policies using various tools. Central banks are
thus facing a dilemma, but so far their response to rising inflation has been modest. Continued but reduced asset purchases by central banks such as the Fed, the ECB and the Bank of
Japan mean that overall global monetary policies will actually move in a more expansionary direction over the next six
months. Our assessment is that the expansion of central bank
balance sheets by USD 20 trillion since 2007 has been equiv-
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alent to downward pressure on global long-term interest
rates of 120-160 basis points. Some months into 2022, when
global monetary policy shifts towards tightening, we believe
that central banks will choose to exercise restraint about liquidating assets and slimming balance sheets. Instead, key interest rates will be their most important monetary policy tool.

Short-term rate expectations on their way up

Source: Macrobond, SEB
The chart shows accumulated changes in basis points.

Overhyped rate hike expectations. Recently, the market
has ratcheted up its expectations of central bank rate hikes,
but we believe current pricing is generally a bit too aggressive. We have nevertheless adjusted our key rate forecasts
higher, and we expect the Bank of England to be next in line
after Norges Bank by hiking its key rate early in 2022. After
that, we expect the Fed to carry out its initial rate hike in
September, after having ended its bond purchases in June.
Our forecast is that the Fed will then continue hiking its
key rate to 1.50 per cent by the close of 2023. Where we
end up during the upcoming hiking cycle will depend on the
interest rate sensitivity of households and businesses and

Central bank key interest rates, per cent
Nov 11,
2021

Dec
2021

Dec
2022

Dec
2023

Federal Reserve

0.25

0.25

0.75

1.50

ECB

0.00

0.00

0.00

0.00

Bank of England

0.10

0.10

0.75

1.25

Riksbank

0.00

0.00

0.00

0.25

Norges Bank

0.25

0.50

1.50

1.75

				Source: Central banks, SEB.
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on the reaction of overall financial conditions in the form
of credit spreads, share prices and exchange rates. Our
assessment is that in many economies, a neutral nominal
short-term interest rate is close to 2 per cent in the long run,
but the pandemic and structural factors may have pushed
it down to somewhat below 2 per cent in the medium term,
which may be a benchmark for where key rates can peak.
The ECB and the Riksbank will be far behind the
English-speaking countries and Norway in terms of key
interest rate hikes. Because of central bank signalling, as well
as the outlook for inflation and pay increases, the divergence
in our forecast is greater than in market pricing. However,
we expect the Riksbank to deliver its first hike during the
second half of 2023. The ECB must constantly bear in mind
the risk that even cautious rate hikes will lead to wider
yield spreads between Germany and southern European
economies. There is a risk that the end of the Pandemic
Emergency Purchase Programme (PEPP) next spring may
already contribute to higher yields in southern Europe. A
new programme, with greater flexibility in the purchase
allocation key and a focus on the stability of spreads, would
make it easier for the ECB to hike its key interest rates.
Lower EM growth forecast for 2021
In emerging market (EM) economies, the recovery has recently slowed somewhat. We have lowered our 2021 GDP growth
forecast for the EM sphere from 6.5 to 6.2 per cent but have
left our 2022 and 2023 forecasts unchanged. The change for
2021 is mainly due to downward adjustments for China and
India, where energy shortages have forced rationing of electricity consumption. China’s growth is also being slowed by
problems in the real estate sector, which have been exposed
by Beijing’s ambition to bring down the high leverage ratios
of many large property developers. Brazil's economy also
looks set to grow somewhat more slowly than we previously
thought. Right now Russia is going through its worst COVID-19
wave since the pandemic began, with new restrictions as a

GDP growth, year-on-year percentage change
2020

2021

2022

2023

China

2.3

8.2

5.2

5.4

India

-7.1

7.7

7.6

4.9

Brazil

-4.1

4.9

2.5

2.2

Russia

-3.0

4.3

2.8

2.0

Emerging markets,
total

-2.1

6.2

4.8

4.3

					Source: IMF, SEB

result, but more targeted restrictions and increased oil production will still help maintain economic activity. In general,
EM economies are now also being hampered by disruptions
in production chains and by rising inflation. Low vaccination
rates, especially in the very poorest economies, are dampening activity among consumers and businesses. In addition,
EM countries have only limited scope for prolonging fiscal
stimulus measures. This year, some governments in major
EM economies are already aiming at reducing their deficits.
35

International overview

High energy and commodity prices have varying effects
among EM economies. Those benefiting most from higher energy prices are Russia and oil producers around the
Persian Gulf, while oil-importing countries such as Turkey,
Thailand, Chile and India tend to be on the losing end. But
we should still be careful in drawing conclusions about
winners. Producer countries are also adversely affected by
rising energy prices in the form of higher inflationary pressures and production costs. Several central banks, including
those in Brazil and Russia, have begun monetary tightening,
which risks hampering their growth next year. Yet rising
commodity prices are largely a sign of improvement in the
world economy, which will benefit all emerging markets.
Chinese challenges play a key global role. Various challenges facing China are now attracting widespread attention.
After China’s GDP growth of just over 8 per cent this year,
the risks of a sharp slowdown next year have increased.

Investment Outlook: December 2021

The effects of the government's long-term goal of reducing
the debt level in the economy have now begun to be felt,
especially in the highly leveraged real estate sector. We
believe the authorities have enough resources to deal with
individual companies that risk or enter into default, but
there will be a difficult balance between saving financially
sound companies and avoiding "moral hazard". Aside from
tighter lending, China's growth will be hampered by external factors, such as higher energy prices that have led to
rationing and lower production levels. Despite a vaccination
rate of 75-80 per cent of the population, China is also sticking
to its zero tolerance for COVID. Local outbreaks, even very
small ones, still lead to lockdowns and imposition of quarantines, creating problems in production chains and hobbling
the manufacturing sector. Since some of these lockdowns
have affected transport hubs such as major container
ports, zero tolerance is also adding to the transport and
logistics chain problems the world is now experiencing.
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